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Economics and the Accountant
By Eustace Le Master
To the average man it may seem to be a far cry from the
theories of Mills and Taussig to the theories he holds concerning
the duties of the accountant. Even the average business man may
see only the remotest connection between “the science of wealth
and its relation to human welfare” and the man who compiles
his yearly financial statement. But the experienced accountant
is in constant contact with the phenomena of business. He deals
daily with the terms and results of utility, value, prices, money,
credit, wages, rents, interest, profits and so on. To him, a
knowledge of economics occupies a position of prime importance
in his equipment.
The accounting profession owes its existence to the greatest
economic revolution in the recorded history of man. The almost
total abolition of the domestic system and the tremendous growth
of the industrial system of production in the white world have
made our people a race of specialists. Modern inventions and
the resultant increase in the capital goods of the world, the con
centration of capital, the increase of production, the formation of
huge credit machinery, the creation of hordes of dependent wage
earners and other factors have given rise to many problems of
determining the rewards due the various classes of producers and
distributors. Competition, which had heretofore been either a
beneficial stimulant to individual effort or the death struggle
between individuals, brought the menace of great suffering to many
in the failure of enterprises. Cost statistics became a necessity.
The specialist who compiled the systems for the collection of
masses of recorded figures and miscellaneous data on production
and reduced voluminous detail to statements of fact came into
being. He is the cost accountant. The specialist who supervised
the complex system of recording the figures and kept the account
ing machinery in running order became the executive accountant.
The growth of credit facilities, the creation of industrial banks,
armies of bondholders and stockholders have created a need for
the public accountant. He is needed by the executive who desires
accurate data to answer the questions: Am I making money ?
How? Where? How much? The accountant is a prime factor
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in the conservation of wealth and the prevention of waste. His
very existence is inseparably connected with the most complex
economic organization of the ages. A knowledge of the economic
history of this era and a knowledge of the laws that produce its
phenomena should induce in him the appreciation of his import
ance and the faith in his own usefulness to society to inspire
him and spur him on to higher ideals and greater achievements.
The accountant without the knowledge of economic theory
is comparable to the chauffeur without a working knowledge of
gas engines and automobile construction. The chauffeur may be
a capable driver. All may go well until some unusual occurrence
disturbs the smooth-running machine. The chauffeur’s ignorance
may be the cause of the employer’s weary tramp to other means
of transportation. So the accountant may compile data from a
smoothly running accounting machine until one of the many
disturbing phenomena of our era interrupts the smooth course
of business. A strike, a deflation of credit, a new competitor,
over-production, a new invention, a flurry in prices, a war—these
or many more may wreck a business and compel the executive
to seek new fields of endeavor. The accountant’s lack of knowl
edge concerning these economic manifestations, their precursors
and reactions may mean failure and ruin to those dependent
upon him.
The routine and elementary duties of the junior and semi
senior are constantly affected by economic theory. The analysis
of accounts and the classification of income, costs and expenses
are determined by the application of tests and rules derived from
the knowledge of the rewards of capital, labor and enterprise.
Even such an elementary task as the classification of items com
posing manufacturing and trading statements is simplified by and
based on the theories of economics. The accepted practice of
treating cash discounts on purchases as income from capital
rather than as a reduction of costs is based on reasoning fostered
by the study of economic theory. In fine, a knowledge of eco
nomics is a fundamental factor in accounting education and is
necessary even in its most elementary stages.
The accountant’s report is the real measure of his ability.
Nor is the report to be judged good or bad by the number of its
schedules of figures and percentages, by its fancy covers or by
the imposing degrees following the signature on the certificate.
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Voluminous remarks are not always necessary. A brief para
graph setting forth facts showing that the law of diminishing
returns is already in force may be far more effective in certain
instances and may save an executive clamoring for capital from
disaster. A change in the expression of a certified balance-sheet
may reveal the working of an economic law in a business and
prevent a banker from sending good money after bad. Well
reasoned comments on facts gleaned from masses of figures are
worth far more to the executive than the figures themselves. How
is the accountant to comment intelligently on his work, if he does
not know the economic laws governing business? How is he to
know for what facts and conditions to look in his examination
of records, if he does not know the economic causes producing
certain known conditions ? How is he to know the relative value
of the various sets of statistics he has compiled? The account
ant’s work must not only be the result of a careful application of
the technical knowledge of his profession, but it must also be the
result of a careful application of knowledge gained from a
thorough study of the natural laws governing our complex busi
ness world. Important facts derived from figures, not schedules
of figures, should be the meat of his report. Comments on causes,
not a recitation of known effects, should be his report.
Recently the eastern creditor of a western dealer came
hurrying west. A large account was considerably past due and
the dealer was calling for more credit. The claim for additional
credit was based on figures showing a steady increase in the
volume of sales in a period of depression. The conclusion was
that increased capital would insure success and future prosperity.
After a conference, the dealer and the creditor went to a firm of
reputable attorneys. Amended articles of incorporation were
framed and provision was made for the flotation of preferred
stock. Times were hard and investors cautious. The creditor
conceived the idea of getting a certified balance-sheet to gain the
confidence of prospective investors. In due time the balancesheet was rendered. It revealed a condition of weakness bor
dering on insolvency. Appreciated fixed assets had been cut
down to cost and depreciation reserves set up. Inventories were
shown to be over 90 per cent. of total current assets. Current
liabilities were shown to be in excess of current assets.
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The accountant invited the creditor and the dealer to his
office to discuss the situation. He told them that additional
capital was not the solution of the problem, but that on the
contrary increased capital without a change of policy would
mean a greater loss. The creditor was interested but the dealer
was inclined to be indignant at such presumption on the part of
a “figure-maker.” The accountant then laid before the dealer a
statement of sales and margins for the preceding three years
together with an analysis of selling and administrative expenses.
Sales showed an average increase of 25 per cent. a year. The
margin percentage had declined from 25 per cent. to 20 per cent.
of sales. Selling expense percentages had remained constant,
but administrative expense percentages had risen from 10 per
cent. of sales to 17 per cent.
The dealer was selling semi-luxuries in a field of limited com
petition. Being a salesman, he had one idea: that increased
volume of business meant increased profits. He was not
acquainted with the fact that in his business price governed
demand. Nor was he acquainted with the fact that the factors
that governed profits were percentage of margin, volume of sales
and cost of selling and administration. In his business, the
greatest volume of profit was to be had by fixing the volume of
sales by the margin percentage at the point where the volume of
margins was greatest and the percentage of cost of selling and
administration was the least.
The accountant recommended that the dealer raise his prices
so that the margins would be 25 per cent. on staple competitive
articles, 30 per cent. on semi-luxuries and 35 per cent. or more
on luxuries. He also told the dealer what cuts would be necessary
in his office force in the near future.
The creditor was converted but it required pressure to con
vince the dealer. Within three months the dealer’s losses changed
to profits and in six months a normal profit of 8 per cent. of
sales was the yield of the business. The prediction of the
accountant had come true.
The accountant’s responsibilities do not cease with the per
formance of his professional duties. Like every other profes
sional man, he is responsible to the community for his station
in life, his education and the application of his specialized knowl
edge to public affairs. The accountant is particularly well fitted
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to render service to the community by his close and intimate
association with many businesses. If he is not well grounded in
the theory of economics he is likely to prove a menace rather
than a help.
Loose thinking in economics is responsible for much of the
popular discontent of our day. The year 1920 witnessed a
nation-wide campaign against so-called profiteers. Government
checkers, pseudo-accountants, combed the books of large and
prosperous retailers for sensational data. Reputable concerns
were haled before grand juries and the data secured by the
government agents were placed before them. Indictments were
issued and some of the concerns were tried—and acquitted. Cases
were dismissed wholesale. But irreparable injury to the reputa
tions and businesses of respectable and law-abiding concerns was
done by the activities of ignorant and irresponsible government
officers. Had the government accountants known the principles
of economics, the masses of figures turned out by them would
never have reached the grand juries. They would have been able
to get convincing evidence against the true profiteer and would
never have attacked the men who were not taking advantage of
an economic phenomenon to gouge the public.
In many cities, broad-minded and educated accountants made
their influence felt by intelligent criticism of the governmental
policies. In some cities, civic bodies gave them the privilege of
their platforms. Much was done by the accountant trained in
economic theory to restore confidence in the popularly discredited
retailer.
In the year 1912 the Pacific northwestern pine belt witnessed
the failure of many lumber manufacturers and a general depres
sion of the lumber industry, due in a large measure to unintelli
gent competition. The pine manufacturers then combined in an
association for the exchange of cost data and production records.
Intelligent competition restored the industry to normal con
ditions. The small manufacturer enjoyed prosperity until the
recent general depression. And yet this same association was
attacked recently by an important government commission.
It is for the accountant with his assembled figures and his
sound economic reasoning to help protect our industries from the
attacks of probably conscientious but mistaken officers of gov
ernment bureaus and commissions. It is also his duty to aid the
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government by the same means to discover unfair methods of
competition, profiteering, monopolistic combinations and kindred
evils. This he can do only by being thoroughly familiar with the
laws governing the phenomena of business.
A knowledge of business economics is essential to the suc
cessful performance of nearly every accounting task from the
most elementary to the most complex. The great schools of the
country, notably the universities of California and of Penn
sylvania, have recognized this fact. Economics is a subject each
student of accounting must study. The man who is dependent
upon the correspondence school for his education should not
confine himself to technical subjects, but should supplement his
work with a thorough study of economics. He should be so
familiar with its principles that he is able to read the financial
page of the morning paper with as much interest and under
standing as he reads the sporting page. It is only by the com
bination of the technical knowledge of his profession and a
knowledge of economics that he can render his greatest service
to industry and the nation.
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